INTERNATIONAL 
Financial News Survey 


Vol. X, No. 22 


INTERNATIONAL MONETARY FUND 


November 29, 1957 


Sterling and World Trade 


In a speech to the National Foreign Trade Convention 
in New York on November 18, Mr. G. F. Thorold, Execu- 
tive Director of the International Monetary Fund for the 
United Kingdom, analyzed the role of sterling in world 
trade. He recalled that with the outbreak of war in 1939 
the future position of sterling had necessarily to be sub- 
ordinated to the need of financing and winning the war. 
An exchange control covering the whole of the British 
Commonwealth (except Canada) was set up, and restric- 
tions were placed on the convertibility of sterling. In any 
event, the scope for the international use of sterling would 
have been smaller during wartime, since world trade was 
then largely directed by governments through their con- 
trol of shipping and centralized purchasing. Within the 
limits set by wartime policy, the United Kingdom authori- 
ties did, however, endeavor to ensure that no fundamental 
damage was done to the long-term position of sterling, 
and they were able to maintain its usability in certain 
important respects throughout the war. There was always 
full freedom of movement of sterling within the Sterling 
Area, and full convertibility of sterling held by U.S. resi- 
dents. And at no time were exchange restrictions placed 
upon the fulfillment of contractual obligations, such as 
payments of dividends due to nonresidents. 

By the end of the war, Mr. Thorold said, the United 
Kingdom had used most of its holdings of foreign secu- 
rities and a substantial amount of its gold reserves to buy 
materials of war, and countries both inside and outside 
the Sterling Area were holding large sterling balances 
resulting from wartime expenditure by the United King- 
dom. Outside the Sterling Area, these sterling holdings 
were largely segregated into separate compartments, and 
there were almost as many varieties of sterling as there 
were countries in the world. The changes in the United 
Kingdom’s position as a banker, which occurred as a 
result of the war, are indicated by the shifts in its net gold 
and dollar reserves (i.e., after deduction of gold liabili- 
ties) from some $2.4 billion in September 1939 to $1.8 
billion after the cessation of hostilities, and in its liabili- 
ties in respect of sterling balances from $1.9 billion to 
$12 billion. (All dollar equivalents are calculated at the 
exchange rate prevailing in the period referred to.) 

The U.K. authorities were thus faced with a position 
in which there was too much sterling in the world and 
too little use for it in multilateral trade. It was not pos- 
sible immediately to reduce the absolute amount of ster- 
ling, but steps could be taken to increase its usefulness by 


breaking down the barriers between the various types of 
sterling.. The first moves in this direction were made in 
July 1945, with the creation of the “American Account 
Area”; the convertibility previously accorded only to 
residents of the United States was thereby extended to 
those of Central America. Early steps were taken there- 
after to lessen the bilateral nature of other sterling hold- 
ings. Administrative measures were instituted to facilitate 
the transfer of sterling between countries outside the 
Sterling Area and the American Account Area (referred 
to below as the non-dollar world), and increasing amounts 
of sterling were thereby used to make payments which 
would not have been permitted automatically under U.K. 
regulations. Later, a system of “Transferable Accounts” 
was set up as a means of providing the automatic trans- 
ferability for current transactions required under the 
Anglo-U.S. Loan Agreement. Steps were taken to ensure 
that the failure of the premature introduction of sterling 
convertibility in July 1947 did not involve a lessened use 
of sterling in the non-dollar world. Thus, although ster- 
ling held on transferable account was not convertible into 
dollars for current transactions, it could be freely used to 
make current payments to other transferable account 
countries. 

Thereafter, the United Kingdom gradually removed the 
restrictions remaining on the full and automatic use of 
sterling for payments between residents of the non-dollar 
world, and the obstacles to merchanting transactions in 
sterling by British and foreign merchants. The final step 
in freeing sterling for use in the non-dollar world was 
taken in March 1954, when persons outside the Dollar 
Area were permitted to make sterling payments among 
themselves for any purpose, current or capital. 

The Sterling Area, Mr. Thorold stated, now comprises 
the sterling members of the British Commonwealth and 
a few countries such as Iraq, Burma, and Iceland that 
have long ties and traditions linking them to sterling. 
It is an entirely voluntary association which tends to 
pursue a common exchange control policy for reasons of 
common interest. Its basic structure is the same as before 
the war in that its members’ trade links are basically with 
the United Kingdom, their currencies are pegged to ster- 
ling, their reserves are held in sterling, and they have free 
access to the central gold and dollar reserves held in 
London. If they have pursued what has appeared to be a 
common policy of restricting imports from the Dollar 
Area and elsewhere, this is because each has realized that 
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its own interests are best served by moderating its de- 
mands upon the limited gold and dollar resources avail- 
able in the central reserves. In fact, there is an increasing 
tendency for such restrictions as still exist on the use of 
sterling to be made fully nondiscriminatory both as 
between the dollar and the non-dollar world and also as 
between the Sterling Area and the rest of the world. 


Concurrently with these moves for more extended trans- 
ferability, the United Kingdom’s general exchange control 
procedures were relaxed and increasing powers delegated 
to authorized banks. The scope of operations permitted 
in the London foreign exchange market was extended, and 
its arbitrage operations widened. The London commodity 
markets, which had had little meaning during the war, 
were gradually reopened, and members of these markets 
were encouraged to recapture the position where their skill 
and experience had made them pre-eminent. In 1956, near- 
ly $1.3 billion worth of commodities were sold through 
these markets to countries outside the Sterling Area 
against payment in sterling or foreign currency. Not all 
of these transactions involved dollar-costing commodities, 
bat the amount of such commodities was substantial. 


While sterling is not yet formally convertible, it has 
now recovered a large part of its prewar usefulness as a 
means of making international payments. Residents of 
North and Central America not only have full converti- 
bilicy of sterling into dollars at the official rate of 
exchange; they can also make sterling payments freely 
to any part of the world. Persons in the rest of the world 
(outside the Sterling Area) can use sterling freely for 
any purpose, not only among themselves but also to make 
payments to the Sterling Area. They also enjoy a signifi- 
cant degree of convertibility at official rates through the 
operation of the London commodity markets. Sterling 
Area residents have, under U.K. regulations, full freedom 
of transfer within the Sterling Area and are increasingly 
able to make payments abroad on a fully nondiscrimina- 
tory basis. If full advantage were taken of all the facili- 
ties available, sterling could be used to settle nearly 70 
per cent of world trade. Precisely what proportion of 
world trade is actually conducted on a sterling basis is 
not known, but the best estimates available point to this 
proportion being nearly one half. 


Since the end of the war, the greatest difficulties pre- 
sented to successive U.K. Governments in the external 
field have been those created by the change in the United 
Kingdom’s external capital position, which is a result of 
the great increase in the volume of outstanding sterling 
balances. The problem has been to find means of 
strengthening the external capital position and so consoli- 
dating the position of sterling, without, at the same time, 
restricting the increased investment in British industry on 
which the future position of the United Kingdom as a 
trading nation depends. The achievement of this basic 


objective has been a major point of policy for all postwar 
British Governments. 

The importance of doing this stems not only from Brit- 
ain’s position as the center of a large trading area but 
also from the very structure of the British economy. Most 
of its foodstuffs and an increasing part of its industrial 
raw materials have to be imported, and these have to be 
paid for by exports of manufactured goods and the pro: 
vision of services in trade and finance. In proportion to 
national income, the volume of the external trade of the 
United Kingdom is over five times that of the United 
States. Because of its dependence on international trade, 
the effects of changes in the external value of its currency 
upon the internal price structure are much greater than 
would be the case with a country less dependent on foreign 
trade. Britain itself thus has a vital interest in maintain- 
ing a stable external value for the pound. 


Since 1949, the United Kingdom has had payments 
problems of varying degrees of magnitude, usually in the 
summer and autumn when sterling is, in any case, season- 
ally under pressure. But on only one occasion were these 
crises accompanied by a heavy deficit on current account 
—in 1951, when the current account deficit was just 
over $1.1 billion. In 1955 there was a relatively small 
deficit of $220 million, and in the current year the United 
Kingdom is likely to have a substantial current account 
surplus. Its size cannot yet be estimated, but in the period 
from July 1956 to June 1957 the current account surplus, 
despite the adverse effects of Suez upon the balance of 
payments position, was nearly $600 million. In the period 
from the end of 1949 to June 1957, the United Kingdom 
had current account surpluses in 544 of the 7% years; 
these surpluses totaled some $3.7 billion, and the current 
account deficits in the remaining 2 years were $1.3 billion, 
thus giving a net surplus of nearly $2.4 billion. This 
record is not unimpressive, particularly when it is remem- 
bered that the United Kingdom’s normal income from 
invisibles, i.e., income from investments, shipping, etc., 
fell drastically as a result of the war, and now pays for 
barely 10 per cent of its imports, compared with some 
30 per cent before the war. The surpluses were achieved 
not by increasing restrictions on imports (the United 
Kingdom has been continuously relaxing such restric- 
tions since 1951), but by large and consistent increases 
in exports. 

There has not, however, been an equivalent increase in 
U.K. reserves. This is because holders of sterling balances 
have been using their balances to meet their own develop- 
ment needs, while the United Kingdom has itself been 
playing its part in the foreign investment field, perhaps 
even almost beyond the limits of what it could really 
afford. Consequently, the U.K. Government considers it 
important for these trading surpluses to be increased if 
sterling is to meet all the responsibilities placed upon it, 
and its policies are being directed to that end. 
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Mr. Thorold added that an increase in U.K. reserves 
was especially important in order to provide an adequate 
backing for the large and growing volume of transactions 
conducted in sterling. While there has been some improve- 
ment in the ratio of reserves to short-term liabilities, com- 
pared with the position after the end of the war, experi- 
ence has repeatedly shown that sterling can come under 
heavy speculative pressure at times of political crisis or 
of other uncertainties, and in such circumstances heavy 
temporary losses of reserves can occur. It was in order 
to demonstrate clearly its determination to resist these 
pressures and to maintain the value of sterling that the 
U.K. Government took steps last December to reinforce 
the reserves by, in effect, mobilizing its holdings of U.S. 
securities and by both drawing dollars and obtaining a 
$730 million stand-by arrangement with the International 
Monetary Fund. 


The improvement shown in the external position of the 
United Kingdom would have been impossible had it not 
at the same time pursued a policy aimed at internal sta- 
bility. While the United Kingdom has had setbacks and 
has not achieved all it had hoped for in this field, its 
policies have not been without success. Since 1948 its 
money supply has increased less than that of any other 
important country. It increased hy some 13 per cent, 
compared with a corresponding increase of 25 per cent 
in the United States. This was not achieved at the expense 
of industrial stagnation, since in the same period indus- 


IBRD Loan in the Philippines 


The International Bank for Reconstruction and Devel- 
opment signed its first loan in the Philippines on Novem- 
ber 22. A credit, in various currencies, equivalent to 
US$21 million was granted to the National Power Corpo- 
ration. The funds will be used for the Binga hydroelectric 
project on the island of Luzon. The Bank of America 
N.T. & S.A. and The Chase Manhattan Bank are partici- 
pating in the loan, without the World Bank’s guarantee, 
to the extent of $987,000. This amount, which represents 
the first four maturities of the loan falling due from 
December 1960 through June 1962, will be equally di- 
vided between the two participating banks. 

The project calls for the construction of a dam and 
reservoir on the Agno River in northern Luzon, an under- 
ground power house with an installed capacity of 100,000 
kilowatts, and transmission lines to Manila, about 120 
miles to the south, and to various provincial areas. Work 
has already begun and is expected to be completed in 
1960. Binga is the second of six projects planned to 
develop the hydroelectric potential of the Agno and Toboy 
Rivers. The first project, located at Ambuklao a few miles 
from Binga, was brought into service a year ago, with a 
capacity of 75,000 kilowatts. 


trial production in the United Kingdom and in the United 
States increased by about the same proportion. 

Like many other countries, the United Kingdom has a 
problem of rising prices and wages. Inflation, whatever 
its cause, if allowed to continue unchecked, could endan- 
ger the stability of the currency and therefore the whole 
position of sterling in world trade. It is too early yet to 
see the full internal effect of the policies announced last 
autumn by the Chancellor of the Exchequer. But their 
external effect has already been demonstrated by the 
improvement in the United Kingdom’s reserve position 
during October. 

A strong and stable pound, Mr. Thorold concluded, is 
of importance not only to the United Kingdom but also to 
the whole world, since all countries have an interest in 
an expanding world trade. World trade is now four times 
as great as before the war, and nearly 70 per cent larger 
than in 1948. Sterling has played an important part in 
facilitating this increase, and it is difficult to see how 
the postwar expansion of trade could have been so great if 
sterling had not been available for making the day-to-day 
payments required for its settlement. Nevertheless, the 
increase in international reserves has in no way kept pace 
with the increase in trade. Since the war, the interna- 
tional liquidity position has been materially assisted by 
the existence of sterling as an international currency, and 
the United Kingdom is determined to continue to make its 
contribution to a further growth in world trade by keep- 
ing sterling strong and by making it increasingly usable. 


The cost of the Binga project is estimated at the equiv- 
alent of about $53 million. The proceeds of the Bank 
loan will be used to meet the foreign exchange expendi- 
ture included in this total, while the National Power Cor- 
poration plans to obtain the funds needed to cover local 
expenditure by sales of bonds in the Philippines. Tenders 
for imported equipment and supplies are being obtained 
through international competitive bidding, and orders 
have already been placed in 12 countries. 

The loan is for a term of 25 years with semiannual 
amortization payments beginning in December 1960 and 
ending in June 1982. The rate of interest, including the 
1 per cent commission credited to the Bank’s Special Re- 
serve, is 6 per cent. 

Source: International Bank for Reconstruction and De- 


velopment, Press Release, Washington, D.C., 
November 23, 1957. 


Europe 
Sterling Exchange Rates 
In an active exchange market on November 19, sterling 
reached a new peak for the year both in the official dollar 
market and in the transferable market in Ziirich. The 
closing rate in London of $2.80% @ against the U.S. 
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dollar was the highest since June 19, 1956. Transferable 
sterling, closing at $2.7880, reached the highest level 
since June 1954. Forward rates also narrowed sharply. 

Sterling is now benefiting from three separate factors: 
a genuine commercial demand, the covering of specula- 
tive positions, and the current gold sales by the U.S.S.R. 
There have been distinct signs of the covering of short 
positions opened up both one and three months ago. This 
is shown by the persistent demand for spot sterling and 
the narrowing of the three-month forward discount, which 
on November 19 was 214 cents. The official dollar rate 
also seems to be benefiting from a continental demand 
for “registered” sterling, the brand of sterling that is 
interchangeable for either gold or dollars and is normally 
used in the London gold market. 

These factors brought the transferable rate close to the 
“all-time peak” of $2.7954, which had been reached in 
April 1954 when the official dollar rate was almost touch- 
ing the upper limit of $2.82. The Times comments that, 
since sterling area purchases of tobacco and cereals must 
soon be coming to an end, the sterling rate should remain 
fairly firm until the end of the year; and that, while it is 
dangerous to look too far ahead, the first quarter of next 
year should also see commercial transactions going strong- 
ly in favor of the pound. 

Source: The Times, London, England, November 20, 
1957. 


Interest Rates in Ireland 


The increase of 1 per cent announced by the Irish 
Banks’ Standing Committee, to become effective on Sep- 
tember 30 (see this News Survey, Vol. X, p. 116), brought 
the ordinary lending interest rate for advances in the 
Republic to 744 per cent. At the same time, the rate of 
interest on deposit accounts of £25,000 and over was 
increased by 144 per cent, to 4 per cent per annum, and 
on deposit accounts of less than £25,000 by 1 per cent, 
to 2% per cent. 

In Northern Ireland the ordinary lending interest rate 
was increased, as from September 26, by 144 per cent, 
to 84% per cent per annum. Interest on deposit accounts 
of £25,000 and over was increased by 11% per cent, to 
3% per cent, and on smaller deposits by 2 per cent, to 
5 per cent. 

Source: Journal of the Institute of Bankers in Ireland, 
Dublin, Ireland, October 1957. 


Anti-Inflationary Measures in France 


The French National Assembly passed a law on Novem- 
ber 19 which grants the Government special powers in 
the fiscal and economic fields. The law stipulates that the 
treasury deficit in 1958 may not exceed F 600 billion. 
(This compares with F 1,004 billion in 1956 and F 949 
billion in 1957.) To keep the deficit within the specified 
limit, total treasury expenditure may not exceed F 5,300 


billion (budgetary and extrabudgetary expenditure was 
F 4,611 billion in 1956 and F 5,079 billion in 1957), 
and members of the National Assembly lose the right to 
propose new expenditure for 1958 if the proposal should 
result in the maximum being exceeded. A number of new 
taxes were voted which will yield a total of F 101 billion: 
(1) There will be a special temporary tax on incomes and 
profits that exceed those in the years 1954-56. The rate 
of this tax will be 20 per cent for individuals and compa- 
nies and 45 per cent for banks and financial institutions. 
Its yield is estimated at F 21 billion. (2) A 2 per cent 
tax will be levied on companies’ reserves of undistributed 
profits accumulated in previous years; the estimated yield 
is F 27 billion. (3) The “value-added” tax on a number 
of commodities fixed by decree will be increased from 
25 per cent to 27.5 per cent, and the turnover tax on a 
number of services to be fixed by decree will be increased 
to 15.5 per cent. The yield is estimated at F 21 billion. 
(4) Representation costs of companies will no longer be 
deductible for tax purposes. This change is expected to 
yield F 3 billion. (5) A 10 per cent increase in stamp 
duties will yield F 4 billion. (6) Changes in the tax 
valuation of stocks, voted in June 1957 for the year 1957, 
will be extended to 1958, yielding F 25 billion. 

Under the new law, the Government receives the power 
“to reorganize the services and institutions dealing with 
foreign trade,” to do everything to find new markets in 
foreign countries, and to restore balance of payments 
equilibrium, notably by exempting exported commodities 
from the increase (noted above) in the “value-added” tax. 

The Government also receives power to take all meas- 
ures necessary to improve the distribution of goods and 
services and to maintain and re-establish free competition. 
Severe action will be taken when prices are increased 
illegally; in certain cases, shops may be closed for a 
maximum period of three months. 

Sources: Le Monde, Paris, France, November 17-18 and 
21, 1957. 


French Government Credit from the Bank of France 


On November 6, the Bank of France granted to the 
Government a new three-month advance of F 200 billion 
and extended by three months the maturity of the F 50 
billion temporary advance that had been granted on 
June 26 for the period August 15-November 15, 1957 (see 
this News Survey, Vol. X, p. 9). On June 26, a special 
advance of F 300 billion had also been granted. The new 
advance will be consolidated by the law approving the 
1958 budget. 

Sources: Le Monde, Paris, France, November 8 and 9, 
1957. 


West German Exchange Restrictions 
On October 20, the Deutsche Bundesbank removed the 


last of the restrictions on trade in foreign securities by 
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residents; residents may now buy or sell foreign secu- 
rities abroad at any rate, keep such securities at any 
desirable location, and import or export them freely. 
Hitherto, trade in foreign securities has been permitted 
only at the given market rate, and transactions had to be 
carried on through the intermediary of a domestic com- 
mercial bank, which also served as depository. On Octo- 
ber 30, the Bundesbank took further steps toward remov- 
ing other restrictions, when it authorized German com- 
mercial banks to grant to nonresidents credits in deutsche 
mark and foreign currency for unlimited periods; for- 
merly, the maximum period for which such credits could 
be granted was 180 days. An administrative order for- 
bidding the deposit of money at interest with banks abroad 
for periods exceeding 180 days was also removed. 
Sources: Deutsche Bundesbank, Ausziige aus Pressear- 
tikeln, October 30, 1957, and Frankfurter Allge- 
meine Zeitung, October 31, 1957, Frankfurt am 
Main, Germany. 


Russian Gold Sales 


Russian gold sales in Western Europe began again in 
the latter part of October, and by the third week of 
November were believed to have amounted to about 40 
tons. As usual, the sales were made through the Banque 
Commerciale pour l'Europe du Nord in Paris against 
dollars, though some of the gold was shipped direct to 
London. It is expected that the dollars obtained for this 
gold will in due course be changed into transferable ster- 
ling. Russian gold sales are therefore in part responsible 
for the firmness of transferable sterling. The Soviet bloc 
as a whole tends to run a deficit with countries that take 
payment in sterling, and in recent months Russian buyers 
have been prominent in the rubber and wool markets. 
Sources: The Manchester Guardian, Manchester, England, 

November 7, 1957; The Times, London, Eng- 
land, November 19, 1957. 


Middle East 
Pakistan's Balance of Payments and Reserves 


Pakistan’s foreign exchange receipts in the first quar- 
ter of 1957 amounted to PRs 554 million, and its foreign 
exchange payments were PRs 594 million. There was 
thus a deficit of PRs 40 million between receipts and pay- 
ments, compared with a surplus of PRs 197 million in the 
same period of 1956. Exchange receipts were below those 
a year earlier, primarily because of lower receipts from 
jute and cotton, the principal exports. Exchange pay- 
ments rose as payments for government imports and serv- 
ices increased; payments for private imports were slightly 
less than in the previous year. The total value of gold, 


dollar, and sterling reserves rose from PRs 1,135 million 

in March 1956 to PRs 1,257 million in March 1957. 

Source: Department of Trade Promotion and Commercial 
Intelligence, Pakistan Trade, Karachi, Pakistan, 
August 1957. 


U.S. Farm Surplus Agreement with Pakistan 


The United States has announced an agreement for the 
sale of $65.4 million of surplus farm commodities to 
Pakistan for local currency. Wheat and rice will account 
for most of the commodities to be shipped under the 
agreement. Of the rupees obtained from the sale of the 
commodities in Pakistan, 25 per cent must be set aside 
for loans to U.S. and Pakistani private enterprise. These 
loans will be made by the Export-Import Bank of Wash- 
ington. 

Source: The Journal of Commerce, New York, N.Y., 
November 18, 1957. 


Far East 
Indian Export Promotion Policy 

The Government of India has abolished the export 
duties of Rs 200 (US$42) per ton on niger seed oil and 
kardiseed oil and Rs 230 ($48.30) per ton on groundnut 
oilcake, effective October 26. 

As an export incentive, manufacturers of ready-made 
apparel, tents, cotton bags, umbrella cloth, chaddars, 
pillowcases, table covers, and sugar products, including 
biscuits and preserved fruits, have been permitted to 
claim a rebate of the excise duty on goods used in the 
manufacture of these products. The Government has now 
decided to extend this privilege to other exporters of 
power loom fabrics who are not manufacturers. 

Source: Reserve Bank of India, Indian News Digest, 
Bombay, India, November 1, 1957. 


Ceylon Tax Policy 

The Government of Ceylon has decided to amend the 
income tax ordinance to give relief to “approved invest- 
ments,” with a view to promoting increased capital for- 
mation, especially development projects. The concession 
will apply only to original investments. 
Source: The Financial Times, London, England, Novem- 

ber 19, 1957. 


U.S. Guaranty Agreement with Viet-Nam 


The Governments of the United States and Viet-Nam 
placed into effect, on November 5, an Investment Guar- 
anty Agreement intended to assist in the encouragement 
of U.S. investment in Viet-Nam. The agreement, admin- 
istered by the International Cooperation Administration, 
will enable U.S. businessmen to invest in Viet-Nam with 
the assurance that they will be able to convert local cur- 
rency into dollars, transfer earnings, and repatriate cap- 
ital to the United States. The agreement also insures 
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against loss in the event of expropriation of investment 
property or as a result of war damages. Insurance charges 
are 4 per cent for each of the three coverages. Specific 
investment projects must be approved by both Govern- 
ments. In addition, the U.S. Government requires that 
proposed investments aid the economic development or 
trade of Viet-Nam. 


Source: Department of Commerce, Foreign Commerce 
Weekly, Washington, D.C., November 18, 1957. 


United States and Canada 
U.S. Consumer Price index 


After increasing steadily for 12 months, the index of 
consumer prices in the United States leveled off in Octo- 
ber. The October index was 121.1 (1947-49=100), 
unchanged from September but 2.9 per cent higher than 
the index for October 1956. 

Source: The Wall Street Journal, New York, N.Y., No- 
vember 25, 1957. 


Prices in Canada 


While wholesale prices in Canada have declined almost 
continuously since January 1957 (prices of industrial 
materials had decreased 7.5 per cent by October 24, 
1957), consumer prices have advanced. The index of 
consumer prices (1949=100) reached 123.4 as of the 
end of October, 3 per cent more than a year earlier. How- 
ever, the rather strong upward trend of the first nine 
months appears to have come to an end, since the increase 
between September and October was less than 0.1 per 
cent. Within the total index, food prices declined during 
the month, but prices for shelter, clothing, and household 
operation (fuel, household supplies, etc.) continued up- 
ward, 


Source: Dominion Bureau of Statistics, Daily Bulletin, 
Ottawa, Canada, November 4, 1957. 


Latin America 
Economic Conditions in Guatemala 


Net gold and dollar reserves of Guatemala, which have 
been rising continuously since 1955, attained record 
levels in 1957. The improvement this year has been due 
not only to economic aid from the United States but also 
to an increase in earnings from coffee exports. Although 
imports rose sharply during the first half of 1957, most 
of the increase was in machinery and equipment needed 
for public and private investment programs. 

Industrial output in the first five months of the year 
was nearly 12 per cent more than in the same period in 
1956. Increases were mainly in production of prepared 
foodstuffs, particularly coffee, flour, sweets, and soap; 
however, output of shoes, textiles, cement, electric power, 
and construction materials also expanded. The Govern- 
ment has stimulated the rise in industrial production by 
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legal measures, particularly the Industrial Promotion 
Law, which gives to the Executive the power to grant tax 
concessions and exemptions in order to promote expan- 
sion of industrial capacity and output. The increase has 
also been stimulated by the financing of industrial activi- 
ties through the Institute for the Promotion of Produc- 
tion. A study made by the Ministry of Economy reveals 
that in little more than 24% years 27 U.S. business firms, 
mostly oil companies, have established subsidiaries in 
Guatemala, with total authorized capital of almost $32 
million. To date, 39 oil exploration rights have been 
granted by the Government under the 1955 Petroleum 
Code. It is estimated that expenditures on exploration 
will be between $10 million and $15 million this year, 
compared with about $2.5 million in 1956. 

The Monetary Board has authorized the establishment 
of the Banco de Previsién, S.A., a capitalization bank 
and the eighth private bank to operate in Guatemala. Its 
capital will be $400,000, of which $100,000 has already 
been paid. Total savings in Guatemalan banks have 
increased from $2 million at the end of 1953 to $31.1 
million in 1957. 

Fiscal revenue increased from $12.4 million in 1939 
to $81.9 million in 1956. In the 17-year period, the popu- 
lation grew from 2.1 million to 3.3 million, and fiscal 
revenue per capita rose from $5.70 to $24.45. Govern- 
ment spending increased from $8.8 million in 1939 to 
$103.5 million in 1956, and government spending per 
capita rose from $4.07 to $30.89. 

Sources: The Journal of Commerce, New York, N.Y., 
November 14 and 25, 1957. 


Chilean Budget 

On October 29, Chile’s Minister of Finance presented 
to the Mixed Budgetary Committee of Parliament a report 
on the 1957 budget. With expenditures of Chil$312.9 
billion authorized for 1957 and total receipts, calculated 
on the basis of an average price for copper of 35 cents per 
pound, estimated at Chil$295.7 billion, a budget deficit 
of Chil$17.2 billion had been indicated. However, the 
decline in the price of copper has increased the estimated 
deficit by Chil$26.7 billion. 

In addition to current budgetary expenditures, the 
Government has been faced with the payment this year of 
Chil$30 billion of obligations outstanding from previous 
years. On the other hand, the Government has reduced 
its foreign exchange expenditures during the current 
year below the original budget figure by US$15 million, 
or Chil$9.8 billion. These adjustments have meant that 
total payments by the Government during the current year 
would reach Chil$333.1 billion and would result in a 
deficit of Chil$64.1 billion. 

It appears that the deficit will be met as follows: The 
Government has already borrowed Chil$7.9 billion from 
the Central Bank; its borrowing abroad for budgetary 
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support will total US$25 million, or Chil$17.0 billion, fox 

the year; and it will probably borrow Chil$5.0 billion 

from private peso deposits with the Government. The 

remaining Chil$34.2 billion of budgeted expenditures will 

be met in future years. 

Source: Panorama Economico, Santiago, Chile, Novem- 
ber 8, 1957. 


Other Countries 


New Banking Legislation in Australia 


New banking legislation introduced in the Australian 
House of Representatives by the Federal Treasurer on 
October 24 concerns principally the Commonwealth group 
of banking institutions and the system of reserve require- 
ments. At present, the Commonwealth banking group 
consists of the Commonwealth Bank of Australia—which 
acts as a central bank and which has, as special depart- 
ments, the Rural Credits Department, the Mortgage Bank 
Department, and the Industrial Finance Department—the 
Commonwealth Trading Bank, and the Commonwealth 
Savings Bank. They all are under the control of the 
Commonwealth Bank Board and the Governor of the 
Commonwealth Bank, have a common staff, and operate, 
for the most part, in the same premises in various 
centers. 

The new legislation proposes the establishment of a 
central bank, to be called the Reserve Bank of Australia, 
which will not be directly associated with the conduct of 
banking business in competition with the private banks. 
The Government’s decision to separate the central bank 
from the rest of the Commonwealth Bank group is based 
on experience, which has shown that there cannot be 
full harmony within the Australian banking system, or 
the close cooperation that ought to exist between the 
central bank and the trading banks, unless this separation 
is effected. The private banks have consistently main- 
tained that they cannot enter into fully confidential rela- 
tionships with the central bank as long as it has under 
its control and as an adjunct a major trading bank that 
is a competitor of the private banks. 

The new Reserve Bank would include the Rural Credits 
Department, whose function is to make advances to statu- 
tory bodies and cooperatives in order to assist in the 
marketing of primary products and the processing or 
manufacture of such products. This Department requires 
large amounts of seasonal financing to carry out its func- 
tions, and it must rely, for the most part, on advances 
from the central bank. The Department’s capital would 
be increased from £A 2.7 million to £A 4.7 million, the 
additional £A 2 million to come from central bank 
reserves. 

The Reserve Bank Board would consist of the present 
Commonwealth Bank Board and comprise the Governor 
of the Reserve Bank, who would be Chairman of the 
Board, the Deputy Governor, the Secretary to the Treas- 


ury, and seven other members of whom at least five will 
not be officers of the Bank or of the Commonwealth Public 
Service. Provisions similar to those in the present Act 
would require the Board to keep the Government informed 
regarding the monetary and banking policy of the Bank 
and, in the event of a difference of opinion between the 
Board and the Government on that policy, give the Gov- 
ernment ultimate power to determine the policy of the 
Bank. 

The other elements of the Commonwealth Bank group 
would become a new organization, to be known as the 
Commonwealth Banking Corporation. This Corporation 
would be the controlling body for the Commonwealth 
Trading Bank, the Commonwealth Savings Bank, and the 
Commonwealth Development Bank; this last bank would 
take over the present Mortgage Bank and Industrial 
Finance Departments of the Commonwealth Bank. The 
Board of the Corporation would have the power to deter- 
mine the policy of the three banks and to control their 
affairs, but the separate identities of the banks would be 
preserved and each would have a role of its own and 
adequate scope for expansion. Each of the three banks 
would have its own General Manager, appointed by the 
Governor-General on the recommendation of the Corpo- 
ration Board. The Board would consist of eleven mem- 
bers: the Managing Director and the Deputy Managing 
Director of the Corporation and the Secretary to the 
Treasury, who would be ex officio members, and eight 
persons who would not be officers of the Commonwealth 
Public Service or officers or employees of a:bank. The 
Board would be required to keep the Government in- 
formed on the policy of the institutions that it controls; 
and, in the event of a difference of opinion, the Govern- 
ment would have ultimate power of direction over the 
Board. 

The Commonwealth Trading Bank would continue in 
its present form. It would carry on general banking busi- 
ness and continue to have the duty of developing and 
expanding that business. The intention is to maintain 
the Trading Bank as an active competitor in the com- 
mercial bank field and to increase its capital by £A 2 mil- 
lion from central bank reserves. The Trading Bank would 
continue to be subject to the same central banking con- 
trols that apply to the private trading banks, and the new 
legislation would make it liable to income tax. Net profits 
after tax would continue to be divided equally between 
the Bank’s Reserve Fund and the Commonwealth Gov- 
ernment. 


When introducing the new legislation, the Common- 
wealth Treasurer stated that the integrity of the Common- 
wealth Savings Bank would be maintained and that the 
opportunity for further expansion would be assured. 
This Bank would be subject to the same detailed invest- 
ment conditions that govern the private savings banks. 
Under these conditions, the banks may not accept de- 
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posits from a profit-making company or body, and they 
may place their funds only in bank deposits, govern- 
ment securities, loans to building societies, loans for 
housing, and loans for other purposes with land as secu- 
rity. To ensure that an undue proportion of savings 
banks’ funds is not made available to other banks, the 
proposed law states that the deposits which a savings 
bank may maintain with trading banks shall not exceed 
£A 2 million plus 24% per cent of depositors’ balances 
with the savings bank. There are also provisions to bring 
the Commonwealth Savings Bank, along with the private 
savings banks, within the scope of Reserve Bank juris- 
diction in respect of such matters as policy concerning 
advances, interest rate policy, and the protection of 
depositors. 


The Commonwealth Development Bank would take 
over the present business of the Mortgage Bank and the 
Industrial Finance Department of the Commonwealth 
Bank and would be given additional resources and cer- 
tain increased powers both for borrowing and for lend- 
ing. It would provide financing to assist primary produc- 
tion or the establishment or development of industrial 
undertakings, especially small ones, when it believes that 
financing is desirable and would not otherwise be avail- 
able on reasonable and suitable terms and conditions. Its 
role would be essentially that of assisting people to start 
in industry and farming, of helping to promote new 
forms and methods of production, and of adding to the 
productivity of existing enterprises. The Bank would be 
permitted to accept deposits from the public and to bor- 
row from the Reserve Bank and from the Treasury. 


Finally, the new legislation substitutes a system of 
reserve deposits for the present system of special accounts 
deposits. The special accounts provisions in the present 
Act are highly complex; the essential feature, however, 
is that the central bank has the power to require trading 
banks, virtually without notice, to place with it in special 
accounts amounts equivalent to those held in special 
accounts as at October 1952, plus up to three fourths of 
the increase in their deposits since that date. Under the 
new system, each trading bank would be required to 
maintain on deposit in a statutory reserve deposit account 
with the Reserve Bank a percentage of its deposits as 
determined from time to time by the Reserve Bank. On 
one day’s notice, the Reserve Bank would be able to vary 
the statutory reserve deposit ratio as long as the ratio 
would not thereby be increased above 25 per cent; to 
raise it above 25 per cent, 45 days’ notice would be 
required. Any ratio exceeding 25 per cent would not 
remain in force for more than six months unless notice 
of an extension were given at least 45 days before the 
end of the period. The Reserve Bank would be required 
to exercise its powers in such a manner that at any time 
the same ratio would be in force for all the major trading 
banks, including the Commonwealth Trading Bank. 


The main restriction on the central bank’s power that 
is included in the proposed legislation is the 45 days’ 
notice required if the ratio is to be raised above 25 per 
cent. It should be noted that at no time since the special 
accounts system was revised in 1953 has the amount in 
special accounts exceeded 25 per cent of the banks’ 
deposits. In recent years, moreover, the central bank 
has administered special accounts in such a way that the 
percentage of deposits placed in the special accounts with 
the central bank has been the same for all the major 
trading banks. 


Source: Commonwealth of Australia, Banking Legislation 
1957—Second Reading Speeches by the Treas- 


urer, Canberra, Australia. 


South Africa's Reserves 

Total gold and foreign exchange reserves of the South 
African Reserve Bank declined to £98.9 million in the 
week ended November 15, 1957. Since the middle of the 
year, reserves have declined continuously, in contrast to 
1956 when they began to recover in the third quarter of 
the year. As of November 15, 1957, reserves were £26.7 
million less than at the end of June. Commenting on the 
recent changes in reserves, the South African Minister of 
Finance stated that the exchange position gives no cause 
for worry. The decline is attributed in part to delays in 
making payments, because of the higher British interest 
rates, and to the financing of the Union’s foreign trade by 
local instead of British banks. It is also attributed to 
net purchases of securities abroad through the Stock 
Exchange, which reached £8 million during the first nine 
months of 1957; this tendency might well be reversed 
again. 

The Minister said that the decline below £100 million 
did not cause serious embarrassment. In the past also, 
e.g., in 1949 and 1954, the figure had been below £100 
million. Moreover, the Union could draw £25 million 
from the International Monetary Fund, but circumstances 
do not warrant such a step. 


Sources: The Financial Times, London, England, Novem- 
ber 21 and 22, 1957. 
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